Using a new and representative data set of Chinese household finance, this paper documents household access to and costs of finance, along with their correlates. As in most developing countries, informal finance is a crucial element of household finance, and wealth tends to be associated with better access to formal and informal finance. Better financial knowledge shifts loan portfolios toward formal sources relative to informal ones. Connections to the Communist Party are associated with significantly better access to finance in rural areas but not in urban areas. A larger social network is positively associated with access to informal finance. Controlling for household characteristics, rural residents pay interest rates on loans similar to urban residents. Younger residents pay higher rates, while households on firmer economic footing face lower rates. Taking financial classes and college education is associated with higher interest rates for urban residents, suggesting perhaps that financial knowledge coincides with greater demand for credit in areas with more economic opportunity. Overall, the findings suggest that Chinese residents face dual credit markets, with the poor, young, those with poor financial knowledge, and those with larger family sizes relying much more on informal finance, while others are better able to access formal finance. Introduction Household finance has always been an important lever to influence key policy outcomes.
China, for instance, is hoping to increase household consumption to reduce its reliance on exports for growth, and household finance is clearly instrumental for purchase decisions for housing, durables, education, and medical care. Another key policy objective emphasized by the Chinese government in the past two years has been the facilitation of creation of new businesses, especially small and medium-sized ones. Again, only with good access to finance can households start businesses. Yet, partly due to the lack of detailed data on household usage of financial services, we have little in-depth knowledge about household financial arrangements in developing countries such as China.
In this paper, we rely on a comprehensive new national data set to provide a more complete description of Chinese household finance. In particular, we address what determines a household's access to finance. Why do certain segments of the society such as rural residents have significantly less access to finance? How do households use formal and informal finance differently? Do those factors that facilitate access to finance also facilitate lower costs of finance? What are the roles of political and private networks in facilitating access to finance? Does financial knowledge affect access to finance? The data we use, the Chinese Household Finance Survey (CHFS), is designed to be representative of China through a multi-stage stratified random sampling process. It covers 29 provinces, 262 counties, 28,100 households and 98,000 individuals, and represents the best data source available for studying the above questions.
Our study contributes to an emerging literature on the relative importance of informal versus formal finance in explaining China's recent growth. Some studies ascribe more importance to the role and efficiency of informal sources of finance in explaining the growth of Chinese firms (Allen et al., 2005) than others (Ayyagari et al., 2010; Cull and Xu, 2005; Cull 3 et al., 2009) , though in general results indicate that many firms rely on both sources. Our analysis is most similar to others for China that examine how political connections and business and personal characteristics affect the sources of financing used by owners of small private firms (Tsai, 2002; Zhang, 2008) . Zhang (2008) , for instance, uses survey evidence to examine reliance on formal versus informal financing in Chengdu, one of China's most important inland cities. He finds that proxies for reputation and relationships play crucial roles in explaining firms' usage of formal finance, though those factors are typically associated with usage of informal finance. Because our survey is more detailed, we are better able to test whether proxies for social networks and other household characteristics related to reputation and relationships affect usage of both formal and informal finance. Another difference between that study and ours is that Zhang (2008) focuses on small private firms whereas the household is our unit of observation, though we admit that household and small business finance are often deeply intertwined. However, our key advantage is that we rely on nationally representative data for China enabling us to compare financial usage patterns across regions and to examine usage by different types of households within the same types of environments (e.g., rural versus urban).
Our investigation yields a number of insights about how household finance works in China, many of them similar to those in other developing countries, but others that are distinctly Chinese. As in other contexts, informal finance proves to be of critical importance for our understanding of household finance, especially in rural areas. For example, we find that a larger social network (as measured by the number of siblings of the household head and his/her spouse) is positively associated with access to informal finance. Informal social networks can facilitate trade where legal enforcement of property rights is weak or uncertain (Grief, 1997; McMillan, 1997) . For example, social networks based on family ties have been shown to support extension of credit in Thailand (Townsend, 1995) and Vietnam (McMillan and Woodruff, 1999) . Given the nascent state of formal credit markets in many of the locales that we study, informal credit proves to be relatively cheap, and with longer maturities. However, a small share of informal loans carry very high interest rates. Those loans highlight the limits of informal finance between parties that do not know each other well.
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A branch of the literature on firm creation and growth has emphasized the importance of government connections, particularly in obtaining access to finance. In developing economies, politically-connected firms have better access to loans (Li et al., 2008 , Claessens et al., 2008 , Fan et al., 2008 and to equity markets (Boubakri et al., 2012) , and are more likely to be bailed out when facing financial stress (Faccio et al., 2006) . In the Chinese context, government intervention has long biased credit allocation toward state-owned enterprises.
3 Among private
Chinese firms, political connections are also associated with better access to credit (Choi and Zhou, 2001; Cull et al., 2015) and to equity markets (Francis et al., 2009) , and a growing literature indicates that government connections play a key role in explaining firm investment behavior (Chow and Fung 1998 , Héricourt and Poncet 2009 , Poncet, Steingress, and Vandenbussche 2010 , Guariglia, Liu, and Song 2011 , Cull et al., 2015 and profitability (Choi and Zhou, 2001) . Again, however, our focus is on household usage of financial services. Our analysis confirms that connections to the Communist Party, the dominant party in China, are associated with better access to finance in rural areas (though, interestingly, not in urban areas).
Our findings also contribute to a growing literature on how financial and economic knowledge affect usage of financial services by individuals and households, which in turn can affect their economic outcomes. For example, studies have shown that financial knowledge is linked to higher savings levels, better retirement planning, and better investment decisions (e.g., in terms of diversification). 4 Moreover, recent meta-analyses of studies of financial education generally show positive impacts of such training on financial outcomes (Fernandes et al., 2014; Miller et al., 2015) . Although much is still to be learned about how the content, timing, and delivery of that training affects financial outcomes, a number of the most recent studies that employ rigorous identification methods such as randomized control trials (RCTs) also find positive impacts. Financial training is also likely to be potentially relevant in many environments, since cross-country evidence shows that a large share of the population struggles to understand basic financial concepts, even in developed countries (Lusardi and Mitchell, 2012) .
These factors also appear to be important in the Chinese context. Li, Rozelle, and Zhang (2004) find that a minimum level of educational competence is necessary for understanding the terms of micro-loans in China (durations, interest rates, and repayment conditions) and for reading the passbooks linked to those micro-credit accounts. And recent RCT evidence shows that financial education for rural farmers in China increased their uptake of insurance (Cai et al., 2015) . We find that better financial knowledge is associated with loan portfolios that are tilted toward formal sources at the expense of informal loans. However, taking financial classes and college education is associated with higher interest rates on bank loans for urban residents, suggesting perhaps that financial knowledge coincides with greater demand for credit in areas with more economic opportunity.
Household characteristics also play an important role in describing variation in usage of financial services. First and foremost, we find that household wealth (or its proxies) tends to be affiliated with better access to finance. While this is not surprising, it raises questions about how wealth can be pledged as collateral or whether wealth is simply a summary statistic for 4 See Miller et al. (2015) for an overview.
6 other factors that indicate creditworthiness to potential lenders. Controlling for household characteristics, rural and urban residents pay surprisingly similar rates on loans. Less surprisingly, younger residents on average pay higher rates, while households on stronger economic footing face lower interest rates. Our data also enable us to examine how one key feature of a household's locale, the density of bank branches in close proximity, is associated with usage of financial services. In line with studies of bank expansion on the uptake of financial services in developing countries (Burgess and Pande, 2005; Bruhn and Love, 2014) , we find that greater branch density is positively associated with usage of loans, but only in the urban areas that we study.
In short, this paper makes contributions to several strands of literature. First, while more is known about household/consumer finance in developed countries, we provide evidence on household financial usage from a key emerging economy. In particular, we provide detailed information on access to formal and informal finance, along with associated financing costs, and we document rural-urban differences in access to and costs of financing. Second, the paper offers insights about how access to political and social networks affects access to and costs of household finance (as opposed to firm finance), and what factors determine the relative attractiveness of formal and informal finance. Third, this paper provides fresh evidence of how financial knowledge influences access to and costs of financing. Finally, this paper offers a comprehensive picture of household finance in China, bringing to light details not seen in earlier portraits due to less representative data. Overall, this paper suggests that Chinese residents face dual credit markets, with the poor, young, politically underprivileged, those with poor financial knowledge, and those with larger family sizes relying much more on informal finance, while those that fare better on those dimensions have greater access to formal finance.
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II. Data, Variables, and Conjectures
We rely on the CHFS of 2013, which was collected by the Chinese Household Finance
Research Center of Southwestern University of Finance and Economics. The data set is representative of Chinese households due to its stratified random sampling design in three stages: first, random sampling of counties; then communities within a county; finally random sampling from within a community. 5 When choosing sample counties, all were first ranked according to GDP and classified into groups. Within each GDP group, a random sample of counties was then selected. In the end, a total of 262 counties, roughly 10% of the total number in China, were selected to be part of the sample. Within each county, four communities were chosen. And within a community, 25-50 households were chosen for urban areas, and 20
households for rural areas. The final CHFS sample consists of 28,100 households and 98,000 individuals in 1,029 communities, from 262 counties, spanning 29 provinces.
The CHFS provides detailed information on households' demographic characteristics, assets and liabilities, insurance and social protection, and income and expenditures. More importantly for our research purposes, the CHFS contains detailed information on household liabilities, such as debts incurred for agricultural production, for non-agricultural production of businesses owned by family members, for purchases of cars and housing, for schooling tuition, and many other purposes. Furthermore, the survey covers not only borrowing from banks but also debt from informal channels such as relatives, friends, and informal financial organizations.
Moreover, we have information on whether the maturities of specific debts exceed one year, which allows us to classify some loans as long-term. 5 A community is either a village in rural areas or a neighborhood committee (Ju wei hui in Chinese) in urban areas. 6 For some loans, there are direct questions about maturity. For others, we know the timing of the debt, and whether it has an outstanding balance. If the loan has an outstanding balance and was incurred at least a year earlier, we classify it as long-term.
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We focus on 12 key indicators of financial usage, covering both access and costs. See Table   1 To describe a household's social network, we rely on the total number of siblings that the household head and his/her spouse have ("Number of Siblings"). 9 We do this because it is natural to first borrow informally from siblings, who likely possess knowledge about one's creditworthiness. Altruistic instincts and social norms might also induce them to lend at relatively low rates. Parents can also sometimes act as enforcement agents when default or other conflicts arise out of the credit relationship. Within-family lending can also act as an informal insurance mechanism (Townsend, 1995; Gan et al., 2012) , especially where formal insurance markets are not well developed and where financial constraints are severe (both features germane to China).
For political access, we rely on an indicator of whether any of the household members are affiliated with the ruling Communist Party. While no research has been conducted on how access to political power facilitates household finance in China, an emerging literature has shown that firms with strong political connections tend to have better access to bank finance, both within China (Bai et al., 2006a,b; Brandt and Li, 2003; Cull et al., 2015; Li et al., 2008 ) and in other developing countries (Shleifer and Vishny, 1994; Sapienza, 2004; Johnson and 8 Starting in the second half of the 1990s, the state sector in China's urban areas began a series of housing reforms in which employers sold (formerly free) apartments to employees at substantially subsidized prices (Wang, 2011) . 9 Yuan and Xu (2015) have also shown that the number of siblings is positively associated with usage of informal credit for a smaller sample of rural Chinese households than the one we use in this paper. , 2003; Dinc, 2005; Khwaja and Mian, 2005; Claessens, et al., 2008 (Findex), which shows that 36.3% of Chinese respondents had borrowed any money in 2011, while 9.6% had borrowed from a financial institution. 13 The disparities could be due to differences in question wording, though it seems likely to us that the CFHS could simply be a more complete tool for summarizing Chinese household financial usage than the Global Findex. 14 The same pattern is observed for access to long-term finance. Interestingly, roughly 92% of all loans are long-term, under the definition that we use (maturities greater than one year). But maturities differ across formal and informal sources: for bank loans, the share of long-term finance is 78%; for informal loans, 94%. Thus, informal loans are more common among Chinese households, especially for long-term finance.
Mitton
Rural residents borrow more frequently and rely relatively more on informal sources.
While 41.7% of urban residents borrow, 56.7% of rural residents do. Moreover, the difference in the tendency to borrow stems mainly from informal borrowing: the share of residents borrowing from bank sources is roughly the same in rural and urban areas (about 16%), but the share borrowing from informal sources is higher by 20 percentage points in rural areas (i.e., 52% versus 32%). Our interpretation is that greater needs for finance in rural areas, perhaps due to lower wealth, higher risks associated with agricultural production and greater demand for productive inputs, along with worse access to formal financial services and medical insurance, results in stronger reliance on informal finance in rural areas.
12 Some households have access to both formal and informal loans, which explains why the share for loans is not equal to the summation of the shares of households with bank and informal loans. 13 Figures taken from http://datatopics.worldbank.org/financialinclusion/country/china accessed 8/18/2015.
14 Of course, the Global Findex was designed to facilitate comparisons across countries, and thus the survey instrument is shorter and less likely to fully capture the specific financial context of each country. The Findex indicates that China is slightly less financially inclusive than countries with similar income levels. In other upper middle income countries, 37.7% of respondents had borrowed over the past year, 10.4% from a financial institution.
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The shares of interest-free loans differ widely across types of loans (see Table 3 ). Overall, 67% of loans are interest-free, and more so in rural than in urban regions (74% vs. 60%). The prevalence of interest-free loans is mainly explained by a large percentage of interest-free informal loans: 86-88% of informal loans carry no interest for both rural and urban households.
The share of long-term informal loans that are interest-free is even higher, 93 and 94 percent in rural and urban areas, respectively. Clearly, the prevalence of interest-free informal loans is another indication of the under-development of the formal banking sector and its inability to reach large segments of the Chinese population.
On average, informal borrowers receive lower rates than those who borrow from banks, but that is largely due to the high incidence of interest-free informal loans. The average annual interest rate on bank loans is 5.2 percent, in contrast to only 0.4 percent for informal loans. If we focus on non-interest-free loans, the average rate on bank loans is 5.8 percent, while informal loans carry an average rate of 7.9 percent. There are some notable rural-urban differences in interest rates. On average, urban residents pay higher rates (1.4 vs. 0.9 percent).
But rural residents pay higher rates for bank loans than urban residents (5.6 vs 5.0 percent), and for non-interest-free informal loans (8.6 vs 7.1 percent).
Rural and urban residents also differ significantly on many key characteristics, which could also influence their sources of finance and credit terms. For example, family size tends to be slightly larger in rural areas, and social networks (in terms of the number of siblings) are therefore also larger than in urban areas. Obviously, rural households are more likely to own farm land. In contrast, urban residents are more likely to join the Communist Party (17.9% vs. 
Reasons for borrowing
CHFS data allow us to understand how various loans are used. For each respondent's loans, the following potential uses are offered as responses, and multiple choices are allowed:
agricultural production, own business, tuition for education, housing purchases, car purchases, financial product purchases, and other purposes. The last two options are available only for informal loans. Loans for "other purposes" would include medical expenses, marriages, funerals, and expenses associated with other important life events. We also know the specific amount of borrowing associated with each of these needs. The results are summarized in Table   5 .
The amount of and reasons for bank loans differ greatly between urban and rural regions.
While roughly 16% of residents borrow from banks in both rural and urban regions (Table 2) , the average amount for urban residents (115,488 RMB, roughly 18,000 U.S. dollars) is almost 9 times as large as that for rural regions (roughly 2,000 dollars). In urban areas, borrowing is most frequently for housing purchases: 12.4% of urban households borrow for this purpose, 1.9% of urban households borrow for business uses, 1.7% for car purchases, and 1.2% for tuition expenses (Table 5 , Panel A). However, borrowing frequency patterns differ greatly from those for amounts borrowed. While housing purchases is by far the most frequently cited reason for borrowing, those loans represent only 47% of the total amount of borrowing from banks (Table 5 , Panel A). In contrast, though only 1.9% of households take bank loans for business uses, those loans account for 50.6% of total bank lending to urban households. Car purchases and tuition expenses represent small shares of total bank lending to urban households. In rural areas, however, the story is very different. 7.1% of rural households borrow for agricultural production, 6.2% for housing purchases, 3.1% for tuition expenses, 1.3% for car purchases, and only 1.1% for use in their own businesses. In terms of the shares of total bank lending to rural residents, housing purchases were by far the most important reason (58.5%), followed by agricultural production (18.6%), for use in own business (13.5%), car purchases (6.1%), and tuition expenses (3.3%).
The amounts of and reasons for informal loans, in contrast, are much more similar across urban and the rural areas (Table 5 , Panel B). The average amount of an informal loan in both areas is about 25,000 RMB (or 4,000 dollars). The key reasons for informal borrowing among urban households are for housing purchases (22.3%), other purposes (4.8%), tuition expenses (4.2%), business uses (4.2%), and car purchases (2.3%). Informal loans for housing purchases represent 66.8% of the volume of total informal borrowing by urban residents, business uses comprise 17%, other purposes 9.1%, while the remaining reasons are less important.
For rural residents, the key reasons for taking on informal loans are for housing purchases (33.1% of informal loans), agricultural production (14.9%), tuition expenses (10.2%), and other purposes (9.2%). Again, the distribution of loan volumes associated with those reasons is more skewed: housing purchases account for 66.3% of all informal rural borrowing; other purposes, 10.8%; agricultural production, 10.3%; and business uses, 7.1%. Thus, housing purchases are by far the main reason for obtaining both formal and informal loans, and informal loans are also important for emergency uses (encompassed under "other purposes") in both rural and urban areas. For rural residents, tuition expenses are also an important reason for informal borrowing, and the associated amounts tend to be quite small (about 150 dollars per rural borrower).
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The emphasis on credit to support housing purchases is not surprising. While housing finance arrangements for high-income groups in developing countries are similar to those in developed countries, informal institutions for the provision and financing of housing are most common for lower-income groups, especially in cities (Pal and Van Vliet, 2012) . While the state officially held urban land in China, a market has been emerging, in which leases to those lands can be bought and sold. One review of the Chinese housing situation notes, "Ill-defined property rights, incomplete real estate markets and competing forms of private-public supply, together with a lack of long-term finance have been the defining obstacles for home ownership, especially for the lower stratum of the middle class." (Bardhan and Edelstein, 2007) . Reliance on informal mechanisms to fund housing purchases is, therefore, pervasive.
The lower half of Table 5 deals with long-term bank loans (Panel C) and long-term informal loans (Panel D). The urban (rural) share of long-term bank loans in total bank loans is about half (three-quarters). 16 In contrast, long-term loans represent close to 100 percent of total informal loans in both urban and the rural areas. Thus informal loans tend to be long-term under our definition. In addition, the overwhelming share of long-term bank loans is for housing purchases: 94% for urban residents, and 78% for rural residents. Similarly, housing purchases are also a key reason for obtaining informal long-term loans: around 70 % of informal long-term loans are obtained for that reason in both urban and rural areas. A reasonably large share of the long-term loans taken by urban residents is to cover tuition expenses (4.1%).
To summarize, the level of access to loans in general is reasonably high in China, though this is achieved mainly through the informal channel, especially in rural areas. Most loans, especially informal loans, have maturities longer than a year. Informal loans appear to be a cheaper source of financing, as 92% of them are interest-free, and their overall average interest rate is 0.4%. However, those interest rates do not reflect the costs of arranging informal loans and the future social costs and obligations that those loans often entail. Moreover, interestbearing informal loans are more expensive than bank loans. Housing purchases are by far the most prevalent purpose for both formal and informal loans, and informal loans also appear to be important for emergency uses (subsumed within the category "other purposes") in both rural and urban areas. For rural residents, tuition payments are also an important motivation for informal borrowing, though the amounts borrowed tend to be quite small.
Empirical specification
We rely on multivariate regressions to investigate key determinants of access to and costs of credit, hoping to distinguish the influence of potentially correlated factors. We focus on the following aspects: the incidence of, amounts of, and interest rates for loans, bank loans, informal loans, long-term loans, long-term bank loans, and long-term informal loans. Such a multi-faceted investigation should further our understanding of both the quantity and cost of access to finance.
We estimate the following equations on various aspects of access to finance:
Here, the subscripts i and c refer to household i and community c. F is financial access, which could be any of the indicators of quantity or price of access to finance. CHAR represents household characteristics including the age of the household head, whether he/she is employed, the number of children (i.e., residents 16 or younger), and the number of adults of working age (i.e., between the age of 17 and 65). Proxies for WEALTH include whether the household has 18 farmable land ("Farmable Land"), 17 whether the household's dwelling was inherited from parents or purchased from the (current or former) employer at a subsidized price ("Inherited
Housing"), 18 and whether the household head is a manager in his/her place of work ("Manager"). The education level of the household is proxied by whether the household head graduated from high school ("High School"), or from a college ("College"). PARTY indicates whether any household member is affiliated with the ruling party, the Communist Party.
SIBLING is the number of siblings that the household head and, if applicable, his/her spouse have, which is a proxy for the size of the household's informal social network. LITERACY includes the variables Risk for Return, Fin Class, Fin Literacy, and Econ Literacy as described above. Finally, BRANCH is the number of bank branches within a community. To avoid overstating the precision of our estimates, our standard errors are clustered at the community level to allow for within-community correlation of our error terms (Moulton, 1990) .
Incidence of Loans
In Table 6 we report regression results for the correlates of the incidence of different types of loans. The outcomes include a dummy variable for having a loan (columns 1 to 3), a dummy for having a bank loan (columns 4 to 6), and a dummy for having an informal loan (columns 7 to 9). For each outcome, we report the results for the pooled, urban, and rural samples, respectively. We report linear-probability model results for ease in interpretation, but results are robust when using either probit or logit specifications. Since we are primarily concerned about estimating average effects in this paper, linear probability models are as consistent as probit or logit (Angrist, 2001 ).
As expected, household characteristics explain significant variation in loan usage, but urban and rural residents differ in terms of which characteristics matter most. From the pooled regressions, it is clear that even after holding constant a rich array of household characteristics and the availability of local bank branches, a higher percentage of rural residents borrow, roughly 6 percentage points higher (relative to a mean loan usage rate of 48.3% for the full sample in Table 2 ). Moreover, there is no difference in access to bank finance between urban and rural residents, but usage of informal finance is 6.6 percentage points higher for rural residents (model 7).
Households with more children are more likely to borrow, both in terms of bank loans and informal loans. This pattern holds in the pooled and the urban samples, but not in the rural sample. 19 This is not surprising since many factors in urban areas increase the cost of raising children and therefore create greater needs for borrowing. For example, urban children are more expensive to raise due to higher costs of schooling, and it is probably less likely that urban grandparents act as free care providers. Households with more working-age adults are more likely to borrow, both formally from the bank and from informal sources, in both rural and urban regions. This could reflect a greater perceived ability to pay back in the future and thus greater lender willingness to extend credit. In urban areas, a working household head increases the likelihood of borrowing from banks, but not from informal sources, though this has no association with borrowing in rural areas. Finally, households with younger heads are more likely to borrow from both formal and informal sources, in both urban and rural regions.
This likely reflects both their lower levels of income and greater demand for credit to purchase durables and housing, and for human capital investment.
In general, proxies for household wealth tend to be positively associated with more and/or better access to finance. For example, Farmable Land is positively associated with access to finance, but only in urban areas, and only for informal loans. This also makes sense since land in urban areas is likely to have greater market value, but such land does not have firm legal
protection as yet in Chinese law, so only informal lenders are willing to consider this as an indicator of repayment capacity. In addition, households with subsidized and/or inherited housing (i.e., those that have less need for a mortgage) are less likely to borrow, and this is true for both urban and rural residents. For urban residents, reductions in the probability of having bank loans or informal loans are 5.8 and 3.8 percentage points, respectively (models 5 and 8, Table 6 ). For rural residents, inherited housing reduces the probability of informal loans by 5.2 percentage points, though there is no effect on bank borrowing.
Urban households whose head is a manager are significantly more likely to borrow from a bank (by 6.6 percentage points). No significant association is found for urban residents for informal financing, or for rural residents in general. This last non-result is not surprising since rural residents tend to work for themselves, and thus being a manager is both less likely and less meaningful. In light of their higher interest rates and longer maturities, it may come as a surprise that formal rather than informal loans are preferred by better-educated residents. Our conjecture is 21 that informal financing almost always carries associated informal costs (i.e., costs not reflected in interest rates), such as informal gifts and implied obligations to assist lenders in the future, making them relatively less attractive to borrowers with formal options. Another reason for their greater reliance on formal loans is that better-educated people tend to have fewer siblings and a higher opportunity cost of their time, which would raise their relative costs of using informal financing. They also have higher-paying jobs in general, and likely steadier incomes, making them better candidates for bank financing. The overall effect is therefore that bettereducated residents rely more on formal financing. While party membership is associated with greater use of bank loans in rural areas, it is not associated with more usage of informal loans. These pieces of evidence suggest that affiliation with political power can affect access to formal credit in some rural Chinese contexts, perhaps because state-owned banks have greater influence over credit markets in rural areas.
The number of siblings, a proxy for the extent of private social networks, also influences informal financing. Each additional sibling is associated with 4.7 and 3.9 percentage point gains in the likelihood of informal borrowing in urban and rural areas, respectively (models 8 and 9). Thus, private social networks also play an important role in facilitating informal credit markets. remarkably similarly to what we find about loans in general in Table 6 . Although a few coefficients differ in terms of statistical significance, they almost invariably have the same signs as in the prior table.
To summarize, there is no significant difference in use of bank finance for urban and rural residents, but usage of informal finance is 6.6 percentage points higher for rural residents. In general, proxies for wealth (e.g., having farmable land) tend to be positively associated with more and/or better access to finance. Households with better education and stronger financial and economic literacy tend to rely relatively more on bank financing and less on informal financing, especially those with college educated heads. Rural households with connections to the Communist Party are more likely to obtain bank loans than other rural households; however, that connection does not appear to help in obtaining informal finance. In contrast, the extent of private social networks (as reflected in the number of siblings) is positively associated with access to informal finance for both urban and rural households. Finally, the determinants of access to long-term finance tend to be quite similar to those for access to credit in general. Table 8 replicates the models in Table 6 , but the incidence of loans is replaced with the amount of loans (in logarithm, plus one) as the dependent variable. The aim is to examine whether the results for our key explanatory variables remain robust when access to finance is measured by the amount rather than the incidence of various types of loans. In fact, the results are remarkably consistent with those in Table 6 . The vast majority of significant results remain so, and when statistical significance differs the signs of the coefficients are almost always the same. There are, however, a few notable exceptions. First, affiliation with the Communist Party is significantly associated with larger loan amounts in rural areas (model 3); in contrast, this variable was insignificant when loan incidence was the dependent variable. Second, Econ
Amount of Loans
Literacy is not significantly associated with total loan amounts in rural areas; it was negative and significant when loan incidence was the outcome of interest. Third, Risk for Return is not significantly associated with informal loan amounts in urban areas; it was negative and significant for incidence of informal loans. Table 9 replicates the results for various types of long-term loans. Again, the results are very similar, both to Table 7 and to Table 8 . Thus, our conclusions on access to loans are not highly sensitive to whether it is measured by incidence or by amounts.
Cost of Loans
To round out our portrait of Chinese household finance, we examine how costs of financing are related to key household characteristics. One concern is that some groups might appear to have good access to finance but have to pay dearly for it. In short, we ask whether groups with better access to finance also enjoy better interest rates on their loans.
Since we observe multiple loans for each loan type, we compute the average interest rate for each type of loan in our analysis (i.e., all loans, bank loans, informal loans, long-term loans, long-term bank loans, and long-term informal loans) weighting by the amount of credit for 24 each loan type. 21 Results for various types of loans are shown in Table 10 .
Perhaps surprisingly, many characteristics that are associated with loan incidence and amounts are not significantly associated with interest rates. Holding basic household background, financial/economic literacy, and local banking facilities constant, rural residents do not appear to pay higher interest rates than urban residents. This is true for both bank loans and informal loans, and for long-term loans as well (See Appendix Table A .1). A key concern for policy makers in China is whether rural people face exorbitant interest rates, and thus these results suggest that there is not an inherent bias against rural borrowers, and that reducing those rates could be achieved through improvement on other factors that we control for in our models.
Relatedly, the number of working household members does not appear to have strong effects on the rates at which a household borrows. Perhaps even more interestingly, affiliation with the Communist Party does not affect the interest rate that a household pays on its loans. This suggests that political benefits are mainly reflected in access to credit (as found earlier), not in its cost. Our proxy for the extent of private social networks, the number of siblings, is also not significantly associated with interest rates. However, households with more children tend to face higher bank loan rates, perhaps due to their greater needs to borrow for consumption and human capital investment that stretch their repayment capacities in the eyes of lenders. Recall that Tables 8 and 9 showed that the total amount of borrowing is increasing in the number of children, and the result is significant only for bank loans and in urban areas.
Households with younger survey respondents (typically the household head) tend to borrow at higher interest rates in the pooled sample, and for informal finance in urban areas. This is consistent with our priors since young people likely face greater information asymmetry challenges in their dealings with lenders. They are more likely to lack an established network of friends and relatives who have sufficient money to lend, and thus are perceived as more risky clients and must incur a risk premium.
A stronger economic situation tends to have mixed effects on interest rates paid by households. The coefficient for Farmable Land is insignificant, while that for Inherited
Housing is negative and significant for the pooled and the urban samples, though it is not significant for the rural subsample. Rural households whose head is a firm manager enjoy lower overall rates, perhaps indicating some privilege associated with better economic status.
Somewhat surprisingly, households whose heads have high school education tend to pay higher interest rates than those that do not in both rural and urban areas. Similarly, urban households whose heads have college education tend to pay higher interest rates, though the opposite is true for rural households. The relatively higher rates paid by highly-educated households in urban areas should be interpreted in the context of the better investment opportunities that they face. Those opportunities mean highly-educated urban residents are likely to have greater demand for credit, which could contribute to higher rates.
Financial/economic literacy tends to have little influence on bank interest rates, though Fin
Class is associated with higher overall loan rates and overall rates for urban residents (models 1 and 2). Our interpretation again hinges on the assumption that urban residents have more economic opportunities, and that more financially literate households are keener to pursue those investment opportunities and thus have greater demand for loans. The number of bank branches in a community is also associated with higher interest rates in urban areas. While greater supply of finance should intuitively result in lower rates, our interpretation is that higher rates and more branch density are driven by the same underlying factor, ample growth opportunities. Thus high demand for credit pushes up interest rates in high-growth areas that also tend to have more dense networks of bank branches. We have also examined the determinants of interest rates for long-term finance (see Table A1 in the appendix). The 26 qualitative results are very similar.
IV. Conclusions
Using a representative data set summarizing household finance in China in 2012, we focus on how household structure, wealth, political and social networks, financial literacy levels, and the density of the local bank branch network are associated with access to, and the costs of, credit. We pay particular attention to usage of formal versus informal financial sources, and how access to sources of finance differs for rural and urban residents.
We find that the access to loans is reasonably good in China, but this is achieved mainly through the informal channel, especially in rural areas. Surprisingly, many of these informal loans carry maturities longer than a year. However, interest-bearing informal loans are significantly more expensive than bank loans. The most important uses for formal and informal loans are for housing purchases, though informal loans are also important for emergency uses in both rural and urban areas.
There is no difference in the rate of access to bank finance for urban and rural residents (both are low), but the usage of informal finance is 6.6 percentage points higher for rural residents. In general, proxies for wealth tend to be associated with access to more and/or better finance. Households with better education and stronger financial and economic literacy tend to rely more on bank financing relative to informal financing, especially those with college education. Rural households with connections to the Communist Party obtain more bank loans; such connections do not appear to help in obtaining informal finance, however. In contrast, the extent of private social networks (as reflected in the number of siblings) is positively associated with access to informal finance for both urban and rural households. Access to long-term finance tends to be determined by the same factors that drive access to finance in general.
Moreover, our conclusions on access to finance are robust whether we measure it by the 27 incidence of access to loans or their amounts.
Holding constant basic household characteristics, financial/economic literacy levels, and local bank branch presence, rural residents do not appear to pay higher interest rates than urban residents. Relatedly, household structure as reflected in the number of employed members is not significantly associated with the interest rates at which households borrow;
nor is affiliation with the Communist Party. Households with younger survey respondents tend to borrow at higher interest rates. Rural households with members that are firm managers enjoy lower interest rates, signaling perhaps some privileges associated with higher economic status.
Urban households whose heads have a college education tend to pay higher interest rates, while the opposite is true for rural households with college education. Taking financial classes is associated with higher bank rates for urban residents. Perhaps a surprising finding is that in urban communities with more dense networks of bank branches, households tend to pay higher rates. Clearly, however, the associations between financial education, branch density and higher interest rates should not be interpreted as causal. They do, however, suggest great demand for credit in high-growth urban areas that stretches the available supply of credit, even in those areas with a relatively high number of bank branches. The rate determination in urban areas thus differs from that in rural areas, hinting at the importance of greater economic opportunity.
To summarize, our paper offers evidence that Chinese residents face dual credit markets, with the poor, young, those with poor financial knowledge, and those with larger family sizes relying much more on informal finance, while those that fare better on those dimensions are able to rely more on formal finance.
Our research has several implications for research and policies. (During the interview, the respondent is asked to answer a question about inflation: you have 100 Yuan, the bank interest rate is 5%, inflation rate is 3%, if you put these money into a bank, one year later, the amount of goods you can purchase is: less, more than or equal to the products you can purchase a year ago? We identify the respondent have economy knowledge if he/she answers correctly.)
Risk for return =1 if respondent prefer higher risk and higher return. (During the interview, the respondent is provided with a lottery, one is 100% chance of getting 4,000 yuan, another one the 50% chance of getting 10,000 yuan, 50% chance of get nothing. We identify the respondent as prefer risk if he/she picked the second one.) Standard errors clustered at the community level in parentheses; * p < 0.1, ** p < 0.05, *** p < 0.01; Standard errors clustered at the community level in parentheses; * p < 0.1, ** p < 0.05, *** p < 0.01;
